Why we have a problem
This is discussed more fully in the previous article, but in a nutshell we have bundled revenues and the marginal cost conundrum.
Bundled revenues occur when we negotiate a single price for a package of material from different products. This could be from a consortium deal, a licensing deal covering all or a part of our content, or a new way of selling material (e.g. a subscription which provides all articles on a particular topic from a range of journals). This raises difficulties of allocating revenue over titles.
The marginal cost conundrum is even trickier. Journal articles, chapters of a book, or records in a database, once published in the original format, can be supplied electronically to other customers in other ways without incurring any additional editorial costs. Unless levels of traffic increase significantly, the systems used for storing content and controlling access can probably handle additional material or additional users without any additional cost. It thus makes good commercial sense to exploit assets in this way; but how do you assess the profitability of the different possibilities of exploitation?
Suppose you license your content (already published in your journals) to an aggregator. This will produce an amount of revenue against which you would set any costs incurred in making this relationship work: the cost of repurposing content, if you have do that, and perhaps the cost of part of a person to make sure things run smoothly. The question is whether some part of the costs of creating the content should be attributed to this licence arrangement. If you attempt to do this you will need a basis for allocating those costs between the original product and the licensing dealsay usage. Assuming you can define and measure usage (which may be far from straightforward), what do you do with the information? Suppose that the licensing deal looks unprofitable after having to absorb the allocated costs of content, but has minimal other costs attached to it. Because of the apparent unprofitability you may be tempted to cancel or not renew the deal. But by ending the arrangement you are not saving any cost -you have to continue creating and storing that content anyway, for its original use. This is why it is my view that attempting to allocate costs across a number of different activities when the marginal cost of supporting an additional activity is close to zero is a step in the wrong direction. Unfortunately, the alternative has its pitfalls as well. Deciding not to allocate costs to marginal activities requires a policy as to what is a marginal activity (has to pick up only costs exclusive to itself) and an notmarginal activity (has to pick up all the shared costs). This is a decision with farreaching consequences as it will in many cases determine what the organization does and does not do. It is complicated by the fact that, of course, everyone would like their own activities to be treated as marginal, so that someone else can have the responsibility for covering most of the costs.
Transitional approaches
A number of organizations have started to grapple with these issues, and some initial strategies have emerged. Much of the bundled revenue problem arises from consortium deals, and fortunately most of these deals are sufficiently new for the customers' previous print holdings still to be a valid point of reference. In the typical 'what you were previously paying plus x%' deal, the amount previously paid is allocated by title on the basis of the previous print holding. The extra x%, the problematic element, is then allocated on some pro rata basis. This reduces the problem in two ways: the difficult-to-allocate proportion is reduced to a relatively small part of the whole, and the calculation is done in a way that ensures nobody ends up worse off than they were before. Any title that was previously receiving revenue from a customer continues to receive the same amount. This approach has a limited lifespan, however. Over time, the shape of the bundle offered and the patterns of usage will change so that the original print holdings will seem less and less relevant.
One way to deal with marginal costs is to have clear, if rough and ready, rules for what is marginal and what is not. You may decide that your core business is sales to institutional libraries, or the traditional journals business. The core needs to provide enough revenue to meet your minimum financial requirements when all shared costs are allocated there. Other markets or products are then marginal, and need to generate only enough revenue to cover the additional costs. This approach will ensure profitability and give everyone a clear framework within which to work. The weakness will probably become apparent when non-traditional revenues have become more than marginal. Applying the rule could then prevent you from doing things which do not pay for themselves in any single area but do produce enough revenue in a number of different areas to be very worthwhile. An example could be an investment in a technology platform which better supports everything you are doing. There is a danger that applying this approach, or using an excessively restrictive definition of the core, will inhibit innovation.
These approaches described are transitional, in that they work for as long as the business is made up of a large core of the original print holdings will seem less and less relevant traditional activities surrounded by a small fringe of new products, markets or activities. If and when the fringe reaches a certain size relative to the core, these approaches will cease working. Determining that point will need careful judgement.
The evolution -and disappearance -of the product
Before looking at the right approach, I want to propose a typology of products. Each will require a different approach, and the crucial point is that these different types of product will coexist for the foreseeable future. Traditional products will not die in the near future. The rate at which new products grow will depend on the market's, and the organization's, appetite for them. There are three types of product:
The traditional product, such as journal or a book. The innovative product, such as the 'knowledge environment'. The deconstructed product. This is not a single product, but a body of material delivered in a wide variety of different formats and packages to different people, in ways that they themselves specify. Table 1 contrasts the different types of product on a number of key dimensions.
To understand the difference between these different types of product, consider an evolution. Start with a traditional journal offering print and online access. Then turn it into a 'knowledge environment'. For a medical journal, this might be done by adding additional features such as abstracts from other journals, statistics, and drug information or links to the manufacturers of equipment described in the articles.
At this stage, what has changed and what remains the same? You now have a chance to change your customers' perceptions about the value of the product. If you can convince them that the additional features add value for them, you could break free from existing strongly held views on journal pricing and obtain significantly more. What has not changed, however, is that you need to design and price the product for one very specific market. Just as in the traditional journal world, you have a small number of price points (institutional, individual and maybe developing world) and you need to make one crucial decision on price, and live with the consequences for years.
The cost allocation problem has become slightly more difficult, but is probably still manageable. The technology costs may well be shared (having acquired the skills and technology to produce knowledge environ- 
engineering'. There may be features of the product that are quite expensive to provide but mean little to customers. Cutting them out could save costs with little effect on revenue. Conversely, there may be a way of significantly enhancing the value of the product to the customer at little extra cost to yourself. A detailed understanding of the relationship between cost and value to the customer could make the difference between success and failure.
Consider now the next step which this product might take. You realize that there are potentially two markets for your product. There is the institutional market, which wants the full range of content with a sophisticated search engine. Then there is a market among practitioners. These people have a more practical perspective, and do not have the skills to use the sophisticated search tools. They are less concerned about following links, but want something easier to use which will signpost them quickly to an article which will tell them what to do. They may not want to pay anything like the institutional subscription rate, or may be prepared to pay more if the product will save them a lot of time or money. For this market, you develop a version that offers a subset of the full range of articles, dispenses with some of the more sophisticated features but adds others. It may cost less than the traditional version, or more. Either way, you do not worry much about institutions opting for this version.
Next, you license some of your content to third parties who incorporate it into their offerings, which are sold in places that you have no cost-effective way of reaching. This generates licensing revenues. You also take steps to ensure that anyone who comes to any of your material via abstracting and indexing services can, if they wish, purchase the article immediately. This generates some worthwhile pay-per-view revenue.
At this point it could be argued that you no longer have a product range, or that your products have been completely deconstructed. You are serving a wide range of markets, with content, features and price tailored for each one. A major preoccupation here is understanding the market and its preferences, and, crucially, how different parts of the market differ in this. Business development, in the sense of developing new markets and new channels to markets, becomes a very important activity. Your concern is to identify anyone who is interested to any extent in your output and finding a way of providing them with something they feel is worth paying for.
After all this, where are you? You have generated quite a lot of additional revenue. You are less worried about the 'serials crisis'. On the other hand, it is becoming more and more difficult to understand the profitability of the business. So much revenue comes in bundles, so many costs support so many separate revenue streams. The days when you had a journals portfolio which was sold title by title seem long gone, and what happened back then no longer provides any sort of starting point for analysing the future. The financial approaches you used to determine what is a good or a bad thing no longer work.
Some helpful economic theory
At this point, let us refer to some basic economic theory. Figure 1 is the familiar economist's demand curve, showing the quantity of a product which will be sold at different prices.
As is almost always the case, the line slopes down to the right, as less is sold at higher prices. Of all the different combinations of price and quantity, there is one, your products have been completely deconstructed at price P, which produces the maximum revenue. For an online product, I can assume that costs vary only very slightly with volume, so that maximizing profit is achieved by maximizing revenue.
The amount of revenue is volume multiplied by price, which is the area marked B on Figure 1 .
Whatever price I determine, there is some money available in the market which I miss out on. Part of this comes from those customers who value my product very highly, and would, if they had to, pay more than my published price. This amount of money is represented by the area marked A in Figure 1 . It is called in the jargon the 'unappropriated consumer surplus' and is the total amount of extra revenue I could achieve from customers who are willing to pay extra if I dealt with each of them on an individual basis and knew exactly what my product was worth to them.
The other amount of money I do not capture comes from those customers at the other end of the demand curve, who do not value my product enough to buy it at the price I ask. They would, however, pay something for it. This amount of money foregone is called the 'deadweight loss' and is represented by the area C in Figure 1 .
The need to set one price has therefore resulted in the publisher foregoing some revenue. There are two ways to look at this. One trend of opinion would say something like ' And a good thing too, otherwise these nasty monopolistic publis hers would be extracting even more money out of poor hard-pressed libraries.' A more sympathetic observer would point out that there may be worthwhile products which are only viable if they can capture some of the money represented by the unappropriated consumer surplus or the deadweight loss. That is, they could be produced if everyone paid what they felt they were worth, but there is no one price at which they can make enough money to cover their costs. We will never know what publications failed to see the light of day for this reason, but there will have been many. When the demand curve is inelastic (changes in price are met with less than proportionate changes in volume, as is indeed the case for journals), then the amount of unappropriated money is large in comparison to the revenue actually received.
What online information allows us to do is to decompose our product into different offerings that address different parts of the market more precisely. Those who value our information very highly will pay for something that is very complete and comes with additional features like those described for the 'knowledge environment' above. Those who value it less highly will pay less for something that is less sophisticated, or less complete.
There are two reasons why this can work with online information but not in the print world. There is the inherent flexibility of the medium, and also the fact of near zero marginal cost of delivering a piece of information an additional time to an additional reader. The approach to the deconstructed product is therefore very different from that required for the traditional, or even the innovative product. So what is a good publishing activity? Table 2 summarizes the questions to ask for each type of product.
For the traditional product, the questions are, as ever: Is it profitable? Is it efficiently and economically produced? Does it have growth potential? The costs and revenues can still be identified clearly, and so it remains meaningful to talk about product profitability. For the innovative product, the same questions remain relevant. It is when the product is deconstructed that the questions change. We can no longer isolate the costs and revenues of any part of our activity. What we are trying to do is to maximize the use of the resources with zero marginal cost, whether these are content, software or hardware. Any particular offering needs to be profitable on a marginal cost basis, but almost all will be. The question is how fully it exploits its potential. Is every potential market being served with information in the right format ? The right format means right for the market, but also right for the publisher in that it does not motivate customers to migrate from highto low-price versions. Product design to prevent this cannibalization is likely to be one of the most important issues faced.
What to do
The situation described above is in many ways a view of the future, but the future is approaching rapidly for many publishers. Is this something you need to be doing something about now?
Ask yourself these questions: Answering yes to more than one of these suggests that it would be worthwhile to taking a serious look at how your business is managed financially.
There are some consequences which flow from this. You will need to make sure that newer products are sold effectively. Sales people naturally prefer simple sales which generate large sums and so are drawn towards the traditional products. If you see the future in new products you will need to be sure the sales effort is directed accordingly. Business development is likely to acquire a crucial role. New distribution channels will be needed, content will need to be licensed in or out. Most importantly of all, however, will be a profound understanding of customers and their preferences. It will no longer make sense to talk about 'the market', but instead we will need to understand markets in all their variety and complexity. Developing this understanding will enable publishers to realize the full potential of online media and ensure themselves a profitable future.
